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With the exception of historical facts stated heréne following discussion may contain forwardkiom statements regarding events and
financial trends which may affect Digital Poweniure operating results and financial position.tSstatements are subject to risks and
uncertainties that could cause Digital Power'sala®sults and financial position to differ mat#yidrom those anticipated in such forward-
looking statements. Factors that could cause aptsalts to differ materially include, in addititmother factors identified in this report, a
high degree of customer concentration, the losslay customer, dependence on the computer anglogliecequipment industries,
competition in the power supply industry, dependemic Guadalajara, Mexico facility, and dependentkeay personnel, all of which factors
are set forth in more detail in the sections esitiCertain Considerations” and "Management's Bisiom and Analysis or Plan of Operation”
herein. Readers of this report are cautioned npttaindue reliance on "forward looking" statememltsch are, by their nature, uncertain as
reliable indicators of future performance. Digitdwer's disclaims any intent or obligation to pcilupdate these “forward looking"
statements, whether as a result of new informafidgore events, or otherwise.

As used in this annual report, the terms "we,""Usur," the "Company," "Digital" or "Digital Pow&mean Digital Power Corporation and
subsidiaries unless otherwise indicated.

PART I.
Item 1. Description of Business
General

We are a California corporation originally formedi969. Our corporate office is located in Frem@lifornia. We have a manufacturing
facility in Guadalajara, Mexico, and a design, nfanturing, and sales facility in Salisbury, Englaide design, develop, manufacture, and
sell 50 watt to 750 watt switching power suppliad &C/DC converters to original equipment manufestu ("OEMs") of computers and
other electronic equipment. Through our subsidiigital Power Limited, we also design, manufactanel sell uninterruptible power
supplies, power conversion and distribution equiptfier naval and military applications and DC/A@énters primarily for the
telecommunications industry in Europe under thell&resham Power Electronics. Power supplies dieatrcomponents of electronic
equipment that supply, convert, distribute, anditatg electrical power. The various subsystemsiwitectronic equipment require a steady
supply of direct current (DC) electrical power, aby at different voltage levels from the other systems within the equipment. In addition,
the electronic components and subsystems requiteqtion from the harmful surges and drops in eleaitpower that commonly occur over
power lines.

Power supplies satisfy these issues of allocatimhpaiotection by (i) converting alternating curréC) electricity into DC; (ii) by dividing a
single input voltage into distinct and isolatedpuitvoltages; and (iii) by regulating and maintaghsuch output voltages within a narrow
range of values.

Products which convert AC from a primary power seunto DC are generally referred to as "power Bapfl Products which convert one
level of DC voltage into a higher or lower levelE€ voltage are generally referred to as "DC/DCventers." "Switching" power supplies i
distinguished from "linear" power supplies by tharmer and efficiency with which the power suppleps down" voltage levels. A linear

power supply converts an unregulated DC voltageltwer regulated voltage by "throwing away" thietence betwee



the two voltages as heat. Consequently, the lipeaer supply is inherently inefficient-typically lgrd5% efficient for a 5V output regulator.
By contrast, a switching power supply converts aregulated DC voltage to a lower regulated voltagstoring the difference in a magnetic
field. When the magnetic field grows to a pre-deti@ed level, the unregulated DC is switched off #reoutput power is provided by the
energy stored in the magnetic field. When the fisldufficiently depleted, the unregulated DC istsled on again to deliver power to the
output while the excess voltage is again storaétiérmagnetic field. As a result, the switching posgpply is more efficient-typically 75%
efficient for a 5V output regulator.

One of the great advantages of switching power Igegpn addition to the high efficiency, is theigh power density, or power-to-volume
ratio. This density is the result of the reductiothe size of the various components. Our swiighiawer supply products have a high power
density and are generally smaller than those ofpetitors. For example, to the best of our knowledigeUS 100 series of power supplies,
when originally introduced on a 3"x 5" printed ciftthoard, was the smallest 100 watt off-line (APut) power supply available in the
industry.

Another advantage of our power supply producthésextreme flexibility of design. We have desigtteal base model power supply products
so that they can be quickly and inexpensively mediaind adapted to the specific power supply neéday OEM. This "flexibility"

approach has allowed us to provide samples of neadfower supplies to OEM customers in only a feaysdafter initial consultation, an
important capability given the emphasis placed BBM3 on "time to market." This "flexibility" approhalso results in very low namecurring
engineering (NRE) expenses. Because of reduceddxBénses, we do not charge our OEM customers fé& f¢Rited to tailoring a power
supply to a customer's specific requirements. ghvss us a distinct advantage over our competitoes)y of whom do charge their custom
for NRE expenses. Our marketing strategy is toaktiis combination of high power density, desflgxibility, and short time-to-market to
win an increasing share of the growing power suppdyket.

In addition to the line of proprietary productsestd, and in response to requests from OEMSs, veepatsride "value-added services." The
term "value-added services" refers to our incorpponsof an OEM's selected electronic componentslosares, and cable assemblies with our
power supply products to produce a power subassetimdl is compatible with the OEM's own equipmeamd apecifically tailored to meet the
OEM's needs. We purchase parts and componenthéh@®EM itself would otherwise attach to or intagraith our power supply, and we
provide the OEM with that integration and instatiatservice, thus saving the OEM time and money.béleve that this value-added service
is well-suited to those OEMs who wish to reducérthendor base and minimize their investment in nfacturing which leads to increased
fixed costs. Based on the value-added serviceQHEMs do not need to build assembly facilities nefacture their own power
subassemblies and thus are not required to pur@hdiséual parts from many vendors.

We are a California corporation originally formedli969 through a predecessor. Unless the contéidaites otherwise, any reference to
"Digital Power" herein includes our wholly-owned Mean subsidiary, Poder Digital S.A. de C.V. and wholly-owned United Kingdom
subsidiary, Digital Power Limited, dba Gresham PoRiectronics. Further, unless otherwise indicateterence to dollars in this report shall
mean United States dolla



Digital Power Limited

In 1998, we acquired the assets of Gresham PoweetrBhics. Our wholly-owned subsidiary, headquadeén Salisbury, England, Digital
Power Limited designs, manufactures, and distribettching power supplies, uninterruptible powgpdies, and frequency converters for
the commercial and military markets under the n&@resham Power Electronics. Uninterruptible powepdies (UPS) are devices that are
inserted between a primary power source and tmegpyi power input of the electronic equipment tgobetected for the purpose of
eliminating the effects of transient anomaliesesnporary outages. A UPS consists of an invertarishaowered by a battery that is kept
trickle-charged by rectified AC from an incomingvper line. In the event of a power interruption, Hegtery takes over without the loss of
even a fraction of a cycle in the AC output of thieS. The battery also provides protection agarasisients. A frequency converter is an
electronic unit for speed control of a phase induciotor. The frequency converters manufacture®igjtal Power Ltd. are used to convert
a warship's generated 60 cycle electricity suppQ0 cycles. This 400 cycle supply is used to pasitical equipment such as the ship's
gyro, compass and weapons systems. The acquisiti@nresham Power Electronics has diversified oodpct line, provided greater acces
the United Kingdom and European markets, and sthengd our engineering and technical resourcesthéorear ended December 31, 2000,
Digital Power Limited contributed approximately 3@&6our gross revenues.

The Market

Since virtually all electronic equipment requiresyer supplies, the overall market for power sugpisevery large. The growth of the power
supply industry has paralleled that of the geneledtronics industry. Since 1994, growth has esedlat an even faster pace, fueled by the
demand for networking communications equipment@nrdputing equipment and its peripherals. Futurevjras expected to come from the
same markets, as internet and intranet networkiigcellular and digital telephones continue to mee@opular around the world.

The electronic power supply market is typicallyitsipito "captive” and "merchant" market segmentse Taptive segment of the market is
represented by OEMs who design and manufacture pswpplies for use in their own products. The rerimg power supply market is serv
by merchant power supply manufacturers, such agabower, that design and manufacture power seppbr sale to OEMs.

We believe that the merchant market is the fagtesting segment of the power supply market, as OEdginue to outsource their power
supply requirements. We believe that this incréasiie, in part, to the fact that power suppliestarcoming an increasingly complex
component in the eyes of OEMs, with constantly diramrequirements such as power factor correct®¥) and filtering specifications to
minimize electromagnetic interference (EMI).

The power supply market can also be divided betweestom" and "standard" power supplies. Customgyaupplies are those that are
customized in design and manufactured with a sjgesfplication in mind, whereas standard power Bappre sold off-the-shelf to
customers whose electronic equipment can opemate $tandard output voltages such as 5, 12, or R4.\Rower supplies in the captive
market that are designed and manufactured by an €@ERNEe in its own equipment are an example afstam design, as the product is not
intended for resale. However, custom power suppliesalso common in the merchant market, as cetgids contract with power supply
manufacturers t



design a product that meets the form, fit, and fionarequirements of that OEM's specific applicatié subset of the standard segment of the
market has evolved, commonly known as the "modi$ieshdard" segment, comprising power supply prediett have the performance
characteristics of a standard power supply, butiregcertain, usually minor, modifications. Thesedifications typically involve an
adjustment to one of the standard output voltagesh as from 5 volts to 7 volts, or from 15 votisl8.5 volts.

The power supply industry is highly fragmented. fEhare approximately 300 domestic merchant powgplgLcompetitors in the United
States, with over 200 that generate less than $®min revenues. No one manufacturer holds mbeatten percent of the total market. The
merchant market segment is also highly fragmentedrding to the power level, technology, packagorgapplication of a merchant's
particular power supply. Most merchant manufactioemcentrate on niche markets, whether power samgmdustry segments.

With no industry standards for power suppliess iery difficult to design out an existing powepply component, which prevents large
companies from quickly gaining market share. Thetkebeing a profitable manufacturer is to haveglderm expertise in power electronics
and to be able to provide products needed by cugtridVe have targeted and serve the industriab8ié automation, industrial and
portable computing, and networking applicationdia& of the merchant market. We believe that owsamn high-efficiency, high-density,
design-flexible power supplies is ideally suitedhe rapid growth opportunities existing in thisrket segment.

Geographically, we primarily serve the North Amarigpower electronics market with AC/DC power suggpkind DC/DC converters ranging
from 50 watts to 750 watts of total output poweigifal Power Ltd. serves the United Kingdom and Eueopean marketplace with AC/DC
power supplies, uninterruptible power supplies, fiadguency inverters. Both commercial and goverrnnfimistry of Defense) markets are
served by Digital Power Ltd.

Customers

Our products are sold domestically and in Canadautfh a network of 14 manufacturers' representativée also have 23 stocking
distributors in the United States and Europe. lditaah, we have formed strategic relationships whttee of our customers to private label
products. Our customers can generally be grougedtinee broad industries, consisting of the cormpuélecommunication, and instrument
industries. We have a current base of over 15@@ctistomers, including companies such as TelekHillp Motorola, Extreme Networks,
Foundry Networks, JDS Uniphase, Ericsson, Britisle€om and Lucent.

Gresham Power Electronic products are sold primarithe United Kingdom and to a lesser extentumdpe. Our customers in Europe
include the United Kingdom Ministry of Defense, pes Thorney Croft, Emerson and Seimens.

Strategy

Our strategy is to be the supplier of choice to GERYuiring a high-quality power solution wheressirapid modification, and time-toarket
are critical to business success. Target markehsets include telecommunications, networking, dwiftg, mass storage, and industrial and
office automation products. While many of thesenseigts would be characterized as computer-relatedioanot participate in the personal
computer (PC) powe



supply market because of the low margins arisirigpbthe high volume and extremely competitive natof that market.

We intend to continue our sales primarily to erigtcustomers while simultaneously targeting salestv customers. We believe that our
"flexibility" concept allows customers a unique @®wbetween our products and products offered bgrgiower supply competitors. OEMs
have typically had to settle for a standard powpdy product with output voltages and other feasupredetermined by the manufacturer.
Alternatively, if the OEM's product required a difént set of power supply parameters, the OEM waedl to design this modification in-
house, or pay a power supply manufacturer for toouproduct. Since custom-designed power suppliesl@velopmenintensive and requil
a great deal of time to design, develop, and maurfa, only OEMs with significant volume requirerntgenan economically justify the
expense and delay associated with their produdtorthermore, since virtually every power convemgiwoduct intended for use in
commercial applications requires certain indepehdafety agency testing at considerable expensh,asiby Underwriters Laboratories, an
additional barrier is presented to the smaller OBW offering OEM customers a new choice with DigRawer "flexibility" series, we
believe we have an advantage over our competidus!'flexibility" series is designed around a starttized power platform, but allows the
customer to specify output voltages tailored teiact requirements within specific parameterstifemmore, OEMs are seeking power
supplies with greater power density and highecficy. Digital Power's strategy in respondinghis lemand has been to offer increasingly
smaller power supply units or packages.

Product Strategy and Products

We have ten series of base designs from which #mmissof individual models can be produced. Eadleséas its own printed circuit board
(PCB) layout that is common to all models withie series regardless of the number of output vadtéiypically one to four) or the rating of
the individual output voltages. A broad range dfpoi ratings, from 2.0 volts to 48 volts, can bedarced by simply changing the power
transformer construction and a small number of eiuitpmponents. Designers of electronic systemsletarmine their total power
requirements only after they have designed theesystelectronic circuitry and selected the comptanbe used in the system. Since the
designer has a finite amount of space for the systed may be under competitive pressure to furdeuice its size, a burden is placed on the
power supply manufacturer to maximize the powersigrof the power supply. A typical power supplynsists of a PCB, electronic
components, a power transformer and other elecgastac components, and a sheet metal chassisafder lcomponents are typically
installed on the PCB by means of pin-through-hskeably where the components are inserted intaliited holes and soldered to electri
circuits on the PCB. Other components can be aththithe PCB by surface mount interconnectionrteldyy (SMT) which allows for a
reduction in board size since the holes are elitathand components can be placed on both sidég difdard. Our US100 series is an
example of a product using this manufacturing tetbgy.

Digital Power's "flexibility" concept applies tol &f our US, UP/SP, DP and UPF product series. miroon printed circuit board is shared by
each model in a particular family, resulting irealuiction in parts inventory while allowing for rdphodifiability into thousands of output
combinations. The following is a description of guoducts.

The US50 series of power supplies consists of catmpaonomical, high efficiency, open frame switshthat deliver up to 50 watts of
continuous power, or 60 watts of peak power, frara to four outputs. The 90-264 VAC universal ingllbws them to be used worldwide
without jumper selectior



Flexibility options include power good signal, aolated V4 output, and UL544 (medical) safety appkoAll US50 series units are also
available in 12VDC, 24VDC, or 48VDC inputs. Thistiogmal DC input unit (DP50 series) maintains thmeain-out, size, and mounting as
the US50 series.

The US70 series of power supplies is similar toll®50 series, a compact, economical, highly efficiepen frame switcher that delivers up
to 65 watts with a 70 watt peak. This unit is offgmwith one to four outputs, a universal inputddtem 90 to 264 VAC, and is only slightly
larger than the US50 series. The US70 seriesfsreiftiated from competitive offerings by virtueisf smaller size, providing up to four
outputs while competitors typically are limitedttoee outputs. Flexibility options include coveower good signal, an isolated V4 output,
and UL544 (medical) safety approval. The DP70 éssame as the US70 except the input is 48 volts\idalso offer 12 & 24VDC DC inp
on this series where the model series changes t& DN. This type of product is ideal for low prodilsystems, with the power supply
measuring 3.2" x 5" x 1.5".

The US100/DP100 is the industry's smallest 100 switicher. Measuring only 5" x 3.3" x 1.5", thigiss delivers up to 100 watts of
continuous power, or 120 watt peak power, from ton@ur outputs. The 90-264VAC universal input altothem to be used worldwide. This
product is ideal in applications where OEMs havgragded their systems, requiring an additiona#8QGwatts of output power but being une
to accommodate a larger unit. The US100 fits instome form factor and does not require any toamigechanical changes by the OEM.
Flexibility options include a cover and adjustaptest regulators on V3 and/or V4 outputs. Fully ousized models are also available. All
US100 series units are also available with 12VDG/R2C, or 48 VDC inputs. This optional DC input uf@P100) maintains the same pin-
out, size, and mounting as the US100 series.

The UP300 series consists of economical, highieffiy, open frame switchers that deliver up to @@fts of continuous, or 325 watts of
peak power, from one or two outputs. The 115/230\6A- selectable input allows them to be useddwade. On-board EMI filtering is a
standard feature. Flexibility options include aeg\power fail/power good signal, and an isolated @utput. The UP300 is also available as
the SP300 series, which is jumper selectable betd&s and 230VAC and provides the OEM an even racomomical solution. This prodt
can be used in network switching systems or otleetr@nic systems where a lot of single outputentrsuch as 5, 12, 24, or 48 volt current
might be required.

The US250 series consists of economical, highieffiy, open frame switchers that deliver up to @afits of continuous power, or 300 watts
of peak power, from one to four outputs. The 116X28C auto-selectable input allows them to be useddwide. Flexibility options include
cover, power fail/power good signal, enable/inhiaitd an isolated V3 output. All US250 series uaitsalso available with 12VDC, 24VDC,
or 48VDC inputs. This optional DC input unit (DP25%0aintains the same pin- out, size, and mountinthe US250 series.

The US350 series is a full-featured unit that have power factor correction and was designedetéidid-configurable by our international
and domestic sales channels. This feature allogstticking distributor to lower its inventory cobtg still maintain the required stock to
rapidly provide power supplies with the unique camakion of output voltages required by an OEM. Timst delivers 350 watts from one to
four output modules and meets the total harmorsitodion spec EN 61000-3-2. The US350 has an onddelll filter and operates from 90-
264 VAC input. This unit measures 9" x 5" x 2.8"c&n operate without any minimum loads and haspgional internal fan and power
fail/power good signa



Two of our newer products are the UPF 150 and URFs@ries. The UPF 150 is an open-frame switclardilivers up to 150watts of
continuous power from one to four outputs. The UB# is endowed with power factor correction andas€B EMI filter, making the series
particularly well-suited for those customers segjlinto the international market place. Also incagiing active power factor correction, the
UPF 300 delivers up to 300 watts from one or twtpots and measures 8" x 4.5" x 2".

We offer our customers various types of value-adsgdices, which may include the following addigsdo their standard product offerings:

Electrical (power): Paralleled power supplies fd#{) redundancy, hot swapability, output OR'ingddis, AC input receptacle with fuse,
external EMI filter, on/off switch, cabling and awectors, and battery backup with charger.

Electrical (control and monitoring): AC power fdiétect signal, DC output(s) OK signal, inhibit, puit voltage margining, and digital control
interface.

Mechanical: Custom hot-plug chassis for (N+1) rethut operation, locking handle, cover, and fan.

These services incorporate one of our base prodiartg with additional enclosures, cable assemldied other electronic components to
arrive at a power subassembly. This strategy matefith those OEMS wishing to reduce their vendaehas the turnkey sub-assembly
allows customers to eliminate other vendors.

Other than certain fabricated parts such as pricitedit boards and sheet metal chassis whichea@ily available from many suppliers, we
use no custom components. Typically, two suppbeesqualified for every component, with the exaaptbeing one line transformer
manufactured by Spitznagel. This transformer isgihesl into one of our products, which accounteddss than 5% of our total sales in 20

Gresham Power Electronics' primary product linetuide the following:

Military Power Supplies. Design and manufacturé@fand DC power conversion equipment which is idehfor naval and other
applications where arduous duties demand qualitiyralability. Products include transformer re&ifunits to 15KVA and Static Frequency
Converters to 5KVA.

Commercial Component Power Supplies. Distributind service of all Digital Power's product linesnim-American markets.

Uninterruptible Power Supplies. Distribution andvéee of uninterruptible power supplies mainly ke tUnited Kingdom telecommunications
industry. Products offered range from 250VA to 18@Kbut main market is up to 10KVA.

Telecommunications Inverters. Design and manufeafiDC to AC sine-wave inverters. Rugged equipnrgended for use in remote areas
for the support of mobile telecommunications ifatains.



Manufacturing Strategy

Consistent with our product flexibility strategyewim to maintain a high degree of flexibility inrananufacturing processes in order to
respond to rapidly changing market conditions. Vf&tlv exceptions, the competitive nature of the posugply industry has placed continual
downward pressure on selling prices. In order toea® low cost manufacturing with a labor-intengiveduct, manufacturers have the option
of automating much of the labor out of their praglee producing their product in a low labor cosvigonment. Given the high fixed costs of
automation and the resistance this places on makajgr product changes, we believe that our flexinanufacturing strategy is best
achieved through a highly variable cost of operatla 1986, we established a wholly-owned subsydiaiGuadalajara, Mexico to assemble
our products. This manufacturing facility performaterials management, sub-assembly, final assertdltest functions for the majority of
our power supply products. Currently, almost albof manufacturing, including our value-added smyj is done at a 16,000 square foot
facility operated by our wholly-owned subsidiargpder Digital, S.A. de C.V., located in Guadalajav&xico. In addition, we have entered
into an agreement with Fortron/Source Corp. to rfeture our products at a facility located in Chamaa turnkey basis. Purchases from
Fortron/Source will be made pursuant to purchadergrand the agreement may be terminated upona0mbtice. We are manufacturing
approximately 20% of our product requirements tgioEortron/Source and expect to increase theseiptiod levels due to cost advantages
achieved through Chinese procurement. We belieatettie facility in China complements our manufactyifacility in Guadalajara, Mexico
since the facility in China allows us to produceavpo supplies with sufficient lead time at lower tspsvhile the Guadalajara facility will
continue to manufacture power supplies that neguick turnaround or modification.

Digital Power Limited Manufacturing
Digital Power Limited is ISO9001-1 certified andevptes from a 25,000 sq. ft leased facility locate8alisbury U.K.

The products manufactured in Salisbury are phylgicgiite different from those produced in Guadatajdout the factory is organized on
similar lines; where all procurement of componeatis out- sourced with only final assembly, sesd quality assurance taking place in-
house.

Sales and service support staff for the Europeémark of distributors for Digital Power productsedocated within the building together w
other functions such as Engineering and AdministmafThe company operates a fully integrated prddoaontrol and accounting system.

Sales, Marketing and Customers

During 2000, we had revenues of $17,882,730 anéhnete of $95,167, compared to revenues of $150384and net income of $33,427
during fiscal year 1999.

Digital Power markets its products through a nekngadrthirteen domestic and one Canadian indeperndenufacturers' representatives. Each
representative organization is responsible for rgagpsales in a particular geographic territoryn@ally, the representative has exclusive
access to all potential customers in the assigereidary and is compensated by commissions at 5#%eb$ales after the product is shipped,
received, and paid for by the customer. Typicadither we or the representative organization mayiteate the agreement with 30 day's
written notice.



In certain territories, we have entered into agresmwith 23 stocking distributors who buy and Hemer products. For the fiscal years ended
December 31, 2000 and 1999, distributor sales axteduor 31.6% and 22.7%, respectively, of ourlteédes. Over this same period, one
distributor accounted for 11.6% and 10.9%, respeltj of total sales. In addition, internationalesathrough stocking distributors accounted
for less than 5% of our sales. In general, theeagemts with stocking distributors are subject touah renewal and may be terminated upon
90 days' written natice. Although these agreemenratg be terminated by either party in the evenbalshg distributor decides to terminate
agreement with us, we believe that we would be bt®ntinue the sale of our products through disaes to the customers of the stocking
distributor. Further, and in general, stockingritisttors are eligible to return 25% of their pravéosixmonths' sales for stock rotation. For
past three years, stock rotations have not excemuegercent of total sales.

We have also entered into agreements with two f@ikedbel customers who buy and resell our prodluitsler these agreements, we sell our
products to the private label company who thenlisetige products with its label to its customerse Wélieve that these private label
agreements expand our market by offering the cust@nsecond source for our products. The privéiel agreements may be terminated by
either party. Further, the private label agreemequires that any product subject to a privatellabevailable for five years. For the years
ended December 31, 2000 and 1999, private labed saicounted for 3.1% and 3.7%, respectively,taf sales.

Our promotional efforts to date have included pidiata sheets, feature articles in trade peritgliead trade shows. Our future promotional
activities will likely include space advertisingimdustry-specific publications, a full-line produwatalog, application notes, and direct mail to
an industry-specific mail list.

Our products are warranted to be free of defecta feeriod ranging from one to two years from ddtshipment. No significant warranty
returns were experienced in either 2000 or 199%fA3ecember 31, 2000 and 1999, our warranty resemas $266,451 and $212,782,
respectively.

Competition

The merchant power supply manufacturing industhyigbly fragmented and characterized by intensepatition. Our competition includes
over 500 companies located throughout the worlchesof whom have advantages over us in terms of lald component costs, and some of
whom may offer products comparable in quality tesoiany of our competitors, including PowerOneteAyn Technologies, Inc., ASTEC
America, Lambda Electronics, Westinghouse, Belik American Power Conversion have substantiallytgrdescal and marketing resources
and geographic presence than we do. If we contmbe successful in increasing our revenues, catopemay notice and increase
competition for our customers. We also face contipetirom current and prospective customers who degide to design and manufacture
internally the power supplies needed for their piais. Furthermore, certain larger OEMs tend toraattonly with larger power supply
manufacturers. This factor could become more prohate to us if consolidation trends in the elecitsrindustry continue and some of the
OEMs to whom we sell our products are acquiredalogdr OEMs. To remain competitive, management bedi¢hat we must continue to
compete favorably on the basis of value by progdidvanced manufacturing technology, offering siopeustomer service and design
engineering services, continuously improving gyaind reliability levels, and offering flexible aneliable delivery schedules. We believe
have a competitive position with our targeted consts who need a high-quality, compact product whiah be readily modified to meet the
customer's unique requirements. However, therdearo



assurance that we will continue to compete sucakgdh the power supply market.
Research and Development

Our research and development efforts are primdiigcted toward the development of new standardepewpply platforms which may be
readily modified to provide a broad array of indiwal models. Improvements are constantly sougpbimer density, modifiability, and
efficiency, while we attempt to anticipate changmgrket demands for increased functionality, sicRRC and improved EMI filtering.
Internal research is supplemented through thezatiin of consultants who specialize in variougayéncluding component and materials
engineering and electromagnetic design enhancertemgprove efficiency, while reducing the cost aizk of our products. Product
development is performed at our headquarters ifid@aila by three engineers who are supported asidtaesl by five technicians. Our total
expenditures for research and development werés6015 and $952,690 for the years ended Decemb@0BD and 1999, respectively, and
represented 6.52% and 6.20% of our total reverarethé corresponding periods.

Employees

As of December 31, 2000, we had approximately 4@i@tifne employees, with 320 of these employeduatwholly-owned subsidiary Poder
Digital located in Guadalajara, Mexico, and 50 esgptl by Digital Power Ltd. The employees of Digialwer's Mexican operation are
members of a national labor union, as are most@yapk of Mexican companies. We have not experieaogavork stoppages at any of our
facilities and believe that our employee relatians good.

Guadalajara, Mexico Facility and Foreign Currency Huctuations

We produce substantially all of our products at b&000 square foot facility located in Guadalajafaxico. The products are then delivered
to Fremont, California for testing and distributiéie believe that we have a good working relatigmslith our employees in Guadalajara,
Mexico and have recently signed a five-year comtnath the union representing the employees. In7198 entered into a "turnkey"
manufacturing contract with a manufacturer locate@hina to produce our products in an attempetiuce our dependence on our Mexican
facility. At this time the purchase of productsrfréhe manufacturer located in China accounts fpr@pmately 20% of revenues and requ
advance scheduling which affects our ability todarce products quickly. However, if our revenuesnges anticipated, we intend to
manufacture more of our products utilizing the @sie manufacturer. In the event that there is aoreséen disruption at the Guadalajara
production plant or with the Chinese manufactuwsach disruption may have an adverse effect on loilityato deliver our products and may
adversely affect our financial operations.

Further, the Guadalajara, Mexico facility condutgdinancial operations using the Mexican peso @nesham Power conducts its financial
operation using the United Kingdom pound. Therefde to financial conditions beyond our controd, are subject to monetary fluctuations
between the U.S. dollar, Mexican peso, and Unitedyfom pound



CERTAIN CONSIDERATIONS

In addition to the other information presentedhiis report, the following should be considered ftdlein evaluating us and our business.
This report contains various forward-looking stagems that involve risks and uncertainties. Our @atesults may differ materially from the
results discussed in the forward-looking statemdtastors that might cause such a difference irmglbdt are not limited to, those discussed
below and elsewhere in this report.

We are dependent on a limited number of customers.

Traditionally, we have relied on a limited numbércostomers for growth in sales. For the year eridecember 31, 2000, one OEM custol
accounted for 11.6% of our total revenue. We caasstire you that we will be able to retain curperstomers, and the loss of any major
OEM customer may have an adverse effect on ountege

We have entered into a $3 million credit facilithieh is secured by all our assets.

We have a $3,000,000 line of credit pursuant tooagssory note agreement. This promissory notedsi®d by all of our assets. In the event
we default under the promissory note, the bank h@ase the right to attach all of our assets whichild@dversely affect our operations.

DPL has a $500,000 line of credit pursuant to a lmgreement. In the event of a loan being usedp#rewould be collateralized by
substantially all of the DPL's assets. At Decen#iger2000, no principal or accrued interest wastantting.

We are dependant on computer and other electrguipmment industries

Substantially all of our existing customers ar¢hia computer and other electronic equipment indessaind manufacture products which are
subject to rapid technological change, obsolesgemmtlarge fluctuations in demand. These industie further characterized by intense
competition. The OEMs serving these markets arsspired for increased product performance and lpwagtuct prices. OEMs, in turn, make
similar demands on their suppliers, such as usntweased product performance and lower prices.cBmputer industry is inherently
volatile. Recently, certain segments of the compaitel other electronic industries have experiercsgnificant softening in product dema
Such lower demand may affect our customers, in lwbase the demand for our products may declinegiamwrth could be adversely affected.

We are dependent on the performance of our fadgilitguadalajara, Mexico and manufacturer in ChiFagign currency risks

Substantially all of our products sold by Digitaivifer in the United States are produced at ourifadilcated in Guadalajara, Mexico. We &
have a "turnkey" manufacturing contract with a nfanturer located in China to produce our produttari attempt to reduce our dependence
on our Mexican facility. For the years ended Decen#i, 2000 and 1999, the purchase of products anmanufacturer located in China
accounts for approximately 20% of our revenues.

We are dependant upon key personnel

Our performance is substantially dependent on émopnance of its executive officers and key pensbnand on its ability to retain and
motivate such personnel. The loss of any of ourgergonnel, particularly Robert O. Smith, Chief &xéve Officer, could have a material
adverse effect on ol



business, financial condition and operating res\Mits have "key person" life insurance policies on $hmith in the aggregate amount of $2
million.

We are dependant on suppliers

We rely on, and will continue to rely on, outsidertes to manufacture parts, components and equipMé& cannot assure you that these
suppliers will be able to meet our needs in a fatisry and timely manner or that we will be aldeobtain additional suppliers when and if
necessary. A significant price increase, a qualitytrol problem, an interruption in supply or otléficulties with third party manufacturers
could have a material and adverse effect on olityatn successfully provide our products. Furthtee failure of third parties to deliver the
products, components, necessary parts or equiponesthedule, or the failure of third parties tofpen at expected levels, could delay our
delivery of power supply products. Recently, weédaxperience lengthening lead time and allocatidreertain components, including
tantalum capacitors and cores, and other surfacsttechnology parts.

Our products are not patentable

Our products are not subject to any U.S. or forgigtents. We believe that because our productscarténually updated and revised, obtair
patents would be costly and not beneficial. Theeefwe cannot guarantee that other competitorerandr employees will make use of and
develop proprietary information on which we rely.

Our common stock price is volatile

Our common stock is listed on the American StockHaxge and is thinly traded. In the past, our traghrice has fluctuated widely,
depending on many factors that may have littledavith our operations or business prospects.

The exercise of outstanding options and warrants adaersely affect our stock price and your peragatof ownership

As of December 31, 2000, options to purchase 988shares of common stock, with a weighted averagecese price of $2.39 exercisable at
prices ranging from $1.5625 to $6.25 per share watstanding. The exercise of these options mag havadverse effect on the price of our
common stock price and will dilute existing shareleo percentage ownership in us.

Item 2. Description of Properties.

Our headquarters are located in approximately 9s50@re feet of leased office, research and denedopspace in Fremont, California. We
paid $6,653 per month, subject to adjustment, haddase expired on January 31, 2001. The Fremalifo@ia lease was renewed until
January 31, 2004, with monthly rent increasing14,$25 over the next three years. Our manufactddaijty is located in 16,000 square fi
of leased space in Guadalajara, Mexico. We payoxppately $4,583 per month, subject to adjustmand, the lease expires in February
2001. The Guadalajara, Mexico lease was renew2608 with monthly rent increasing to $6,400. GrestiRower leases approximately
25,000 square feet for its location in SalisbumgBnd. Gresham Power pays rent of approximatelur{d)17,500 per quarter, and the lease
will expire September 26, 2009. We believe thatexsting facilities are adequate for the foreséefliure and have no plans to expand
them.



Item 3. Legal Proceedings.
There currently is no legal proceeding pending imng the Company or its properties.
Item 4. Submission of Matters to a Vote of Securitydolders.
None
PART II
Item 5. Market for Common Equity and related Stockiolder Matters.
(a) Comparative Market Prices

Our common stock is listed and traded on the Anaeristock Exchange ("AMEX") under the symbol DPWe Tallowing tables set forth the
high and low closing sale prices, as reported byEA\ifor our common stock for the prior two fiscaays.

Common Stock

Quarter Ended High Low
December 31, 2000 $6.63 $1.50
September 20, 2000 14.94 2.25
June 30, 2000 3.63 2.00
March 31, 2000 4381 1.69
December 31, 1999 1.94 1.25
September 20, 1999 2.06 15

June 30, 1999 2.06 1.38
March 31, 1999 $2.38 $1.31

(b) Holders

As of March 15, 2001, there were 3,260,680 shafresiocommon stock outstanding, held by approxityat21 holders of record, not
including shareholders whose shares are heldaetstiame.

(c) Dividends

We have not declared or paid any cash dividenadenr inception. We currently intend to retairufetearnings for use in the operation and
expansion of the business. We do not intend taapgycash dividends in the foreseeable future. Hudadation of dividends in the future will
be at the discretion of the Board of Directors afitldepend upon our earnings, capital requiremeantsl financial positior



Item 6. Management's Discussion and Analysis or Pheof Operation.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

We are engaged in the business of designing, dewglomanufacturing, and marketing electronic postgiplies for use in electronic
circuitry. Revenues are generated from the sateippower supplies to distributors, OEMs in the pater and other electronic equipment
industries, and the defense industry in the Uritedjdom.

During the first quarter of fiscal year 2001, wevd@xperienced a significant slow down in custoorders in the United States due to OEMs
having excess inventories and softness in the nadoe. We anticipate that the slow down will can throughout fiscal 2001. Therefore,
we do not believe that we will achieve the samellef sales in the United States for the year em@iacember 31, 2001, as in the prior year.

Results of Operations
The table below sets forth certain statements efaifons data as a percentage of revenues foretims g¥nded December 31, 2000 and 1999.

Years Ended December 31,

2000 1999
Revenues 10000% ------ l -00.00%
Cost of goods sold 73.95 73.45
Gross margin 2605 -2655
Selling, general and administrative 18.14 18.26
Research and development 6.52 6.20
Total operating expense 2466 -2466
Operating income 139 -209
Net interest expense 0.28 1.07
Income before income taxes 111 -102
Provision for income taxes 0.58 0.80
Net Income 053% ---“--.-22%

The following discussion and analysis should bel imaconnection with the our consolidated finansi@tements and the notes thereto and
other financial information included elsewherehistreport.



Year Ended December 31, 2000, Compared to Year Endé®ecember 31, 1999
Revenues

For the year ended December 31, 2000, revenuesaised by 16.47% to $17,882,730 from $15,354,01théoyear ended December 31,
1999. The increase in revenues during the yeardeBdeember 31, 2000, can be attributed primarilsigoificant increases in units shipped
to five large United States OEM customers. Foryier ended December 31, 2000, Digital Power Ltdtrdouted $5,146,132 to our revenues
compared to $6,469,617 for the year ended DeceB81her999.

Gross Margins

Gross margins were 26% for the year ended DeceB81her000, compared to 26.6% for the year endedmkeee31, 1999. The increase in
gross margins can primarily be attributed to insegaOEM business and manufacturing in China, adreftove.

Selling, General and Administrative

Selling, general and administrative expenses w&rt2a of revenues for the year ended December 3, 2@mpared to 18.3% for the year
ended December 31, 1999. Increased selling, geardahdministrative expenses can be attributedgpilyrto an increased marketing staff,
increased commissions paid and increased investians expenses.

Engineering and Product Development

Engineering and product development expenses wg% 6f revenues for the year ended December 31, 2@0npared to 6.2% for the year
ended December 31, 1999. The increases in engigeand product development expenses reflect oumeong commitment to new product
development.

Interest Expense

Interest expense, net of interest income, was @d3%he year ended December 31, 2000, compared 6 for the year ended December 31,
1999. The decrease in interest expense is primaduidyto reduced borrowing on our line of creditjechhwvas $400,000 at December 31, 2000,
and replacement of Digital Power Ltd. receivablearicing with a bank line of credit with a more daable interest rate.

Income Before Income Taxes

For the year ended December 31, 2000, we had inbefieee income taxes of $199,167 compared to $256@r the year ended December
31, 1999.

Income Tax

The provision for income tax decreased to $104f60¢he year ended December 31, 2000 from $123@0the year ended December 31,
1999.



Net Income

Net income for the year ended December 31, 2008,$8&,167, compared to a net income of $33,42thfyear ended December 31, 1¢
The increase in net income is due to increasechtmsefor the year, primarily related to increasedlk®ting efforts of our United States
operations and increased profits from our foreigiosiaries.

Liquidity And Capital Resources

On December 31, 2000, we had cash of $806,407 arking capital of $6,461,665. This compares withtcaf $824,708 and working cap

of $5,367,917 at December 31, 1999. The increas®iking capital was due to an increase in accorgusivable, inventory, and prepaid
expenses, and decrease of accrued liabilitiesstdffs a decrease in other receivables and incieas®ounts payable resulting in a decrease
in cash and cash equivalents. Cash provided byatipgractivities totaled $178,499 and $1,728,208He year ended December 31, 2000
1999.

Cash used in investing activities was $149,94Heryear ended December 31, 2000, compared to 8&1or the year ended December 31,
1999. Net cash provided by (used in) financingwvétedis was $151,771 for the year ended Decembe2@®10), compared to $(1,524,302).

Impact of Recently Issued Standards

In June 1998, the Financial Accounting Standardsr@dssued Statement of Financial Accounting Stadsllo. 133 "Accounting for
Derivative Instruments and Hedging Activities," (6B133). FASB133 requires that an entity recognikdeaivatives as assets or liabilities
the statement of financial position and measuredhostruments at fair value. This statement wasnaled by Statement of Financial
Accounting Standards No. 137, issued in June 18998 that it is effective for our financial statertsefor the year ending December 31,
2001. We do not believe the adoption of FASB133 mdlve a material impact on assets, liabilitiesequity. We have not yet determined the
impact of FASB133 on the income statement or thgaithon comprehensive income.

In December 1999, the Securities and Exchange Cssioni (SEC) released Staff Accounting Bulletin {BAB 101) "Revenue Recognition
in Financial Statements." SAB 101 establishes dimég in applying generally accepted accounting@ples to the recognition of revenue in
financial statements based on the following foiteda: persuasive evidence that an arrangemestsexielivery has occurred or services t
been rendered, the seller's price to the buyeéxeslfor determinable, and collectibility is reasbiyeassured. SAB 101, as amended by SAB
101A and SAB 101B, is effective no later than therth fiscal quarter of the fiscal years beginrafigr December 15, 1999, except that
registrants with fiscal years that begin betweenddeber 16, 1999 and March 15, 2000, may reportesylting change in accounting
principle no later than their second fiscal quadtiethe fiscal year beginning after December 1999 he adoption of SAB 101 did not hav
material effect on our financial position or resefioperations.

Item 7. Financial Statements.

The financial statements of the Company, includivgnotes thereto and report of the independerntaadhereon, are attached hereto as
exhibits as page number-1 through I-21.



Item 8. Changes in and Disagreements with Accountéon Accounting and Financial Disclosure.

None.

Item 9. Directors, Executive Officers, Promoters ad Control Persons; Compliance with Section 16(a) dhe Exchange Act of the

Registrant.

The bylaws of Digital Power currently sets the nemaf directors constituting the entire board tdilse, each to serve until the next annual

PART 1lI

meeting and until his successor shall be electddjaalified or until his earlier death, resignationremoval. There are no family

relationships between any of the directors and wxez officers of Digital Power. The following tabkets forth all the directors and executive

officers of Digital Power and certain informatiorithvrespect to those persons as of December 3D. 200
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The Board has an audit committee and a compensatiomittee. The audit committee currently consi$tslessrs. McDonald, Boschert and
O'Neil, and the compensation committee consistdexsrs. Boschert and McDonald. The Board doesan A nominating committee. The
primary functions of the audit committee are toieewthe scope and results of audits by our indepenauditors, our internal accounting
controls, the non-audit services performed by tliependent accountants, and the cost of accowsginices. The compensation committee
administers our 1996 stock option plan, our 1988lsbption plan, and our 2000 stock option plan approves compensation, remuneration,

and incentive arrangements for our officers andleyses.



Compensation of Directors
Non-employee directors receive $10,000 per annum gpaadterly and options to purchase 10,000 sharesrafnon stock.
Compliance with Section 16(a) of the Securities Ekange Act of 1934

Section 16(a) of the Securities Exchange Act ofAl@Rjuires our directors, executive officers, aacspns who own more than 10% of our
outstanding common stock to file reports of owngrsimd changes in ownership with the SEC. Dire¢texecutive officers, and shareholders
of more the 10% of our common stock are require&BEZ regulations to furnish us with copies of tleetfdn 16(a) forms they file.

Based solely on a review of the copies of such gofumnished to us, or written representations sah filings were not required, we believe
that, during the calendar year 2000, our direciors officers complied with the

Section 16(a) filing requirements, except for Mech8field who inadvertently was late in one filirgporting 8 transactions involving the
issuance of options.

Item 10. Executive Compensation.

Executive officers are appointed by, and servaatiscretion of, the Board of Directors. ExceptRobert O. Smith, our President and Chief
Executive Officer, we have no employment agreemeittsany of our executive officers. The followitaple sets forth the compensation of
our President and Chief Executive Officer during pfast three years, our Secretary and Chief Fiab®¢ficer and one director. No other
officer received annual compensation in excesslo0¥00 during the 2000 fiscal year.

SUMMARY COMPENSATION TABLE

Long Term Compensation

Annual Compens ation Awards Payouts
Restricted Securities LTIP

Name and Ot her Annual Stock Underlying Payouts All Other
Principal Position ~ Year Salary Com pensation ($) Award(s) (§)  Options (#) (%) Compensation
Robert O. Smith 2000 $ 200,000 $ 2,458,197(2) $ 0 100,000(3) $ 0o 3 0
President and CEO 1999 $ 134,038(1) $ 0 $ 0 100,000(4) $ 0o 3 0

1998 $ 141,912(1) $ 0 $ 0 100,000(5) $ 0o 3 0
Philip G. Swany 2000 $ 63,253 % 52,456(6) $ 0 20,000(7) $ 0o 3 0
Secretary and CFO
Chris Schofield 2000 $ 105,927 $ 0 $ 0 25,000(8) $ 0o $ 0

Director

(1) Pursuant to Mr. Smith's employment contractirdu1999, Mr. Smith was entitled to receive $200,@per annum and during 1998, was
entitled to receive $175,000 per annum. Due tdittancial condition of the Company, Mr. Smith omgceived $134,038 and $141,912
during 1999 and 1998, respectively.

(2) Represents the gain on the sale of 286,900mptxercised, with an exercise price ranging %0 to $1.875 and sales price ranging
from $6.00075 to $14.0166 per share.

(3) Represents options to acquire 100,000 sharesmimon stock at $1.5625 per share.

(4) Represents options to acquire 100,000 sharesrmimon stock at $1.875 per shz



(5) Pursuant to his employment contract, in Jan®888, Mr. Smith received options to acquire 100,80ares of Common Stock at $6.69
share. These options expire in January 2008. Oreidber 5, 1998, these options were repriced to arcese price of $2.31 per share.

(6) Represents the gain on the sale of 7,000 aptarrcised, with an exercise price of $1.80 atesgaice ranging from $9.25 to $9.6875
per share.

(7) Represents options to acquire 20,000 sharesmimon stock at $2.375 per share.
(8) Represents options to acquire 25,000 sharesrofmon stock at $1.5625 per share.

On March 1, 2000, Mr. Smith entered into an empleghtontract effective January 1, 2000. The terthefemployment agreement is for
year subject to annual renewal. Under the termddroSmith's employment contract, Mr. Smith shaliveeas President and Chief Execut
Officer and his salary shall be $200,000 per ananthbe entitled to bonuses as determined by thedBbeaddition, he shall have the righ
receive on the first business day of each Januaipglthe term of his contract options to acqui®®,000 shares of common stock at the Ic
of market value as of such date or the averagénggsice for the first six months of each yeahaf contract. Pursuant to Mr. Smith's
employment contract, in the event there is a chamgentrol of the Company, Mr. Smith shall be #etl to receive in one payment, the sum
of six times his annual base salary. If Mr. Smi#rgployment agreement is not renewed or he is te@d without cause, Mr. Smith will be
entitled to three times his annual base salary.

The following table sets forth the options grarntedir. Smith during the past fiscal year.

OPTION GRANTS IN LAST FISCA L YEAR

Individual Grants

% of Total Options
Number of Securities Granted to Exercise or
Underlying Options Em ployees in Fiscal Base Price Expiratio n
Name Granted (#) Year ($/Sh) Date
Robert O. Smith 100,000 27% $1.5625 January 20 10

The following table sets forth Mr. Smith's fisca&ar end option values.

AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION VALUES

Value of
Number of Unexercised In- the-
Unexercised Options Money Optio ns
at FY-End (#) at FY-End ($) Q)
Shares Acquired Exercisable/ Exercisable /
Name on Exercise (#) Value Rea lized ($) Unexercisable Unexercisab le
Robert O. Smith 286,900 2,45 8,197 200,000 Exercisable  $0 Exercisa ble

(1) Market price at December 29, 2000, for a slshikmmon stock was $1,687



Stock Plans

Employee Stock Purchase Plan. We have adopted aiol@e Stock Ownership Plan ("ESOP") in conformiith ERISA requirements. As

of December 31, 2000, the ESOP owns, in the agtget)a7,504 shares of our common stock. In Juné, 6@ ESOP entered into a
$500,000 loan with San Jose National bank to finghe purchase of shares. We guaranteed the repapfirtbe loan, and our contributions
to the ESOP were used to pay off the loan by tlieoéri 999. All our employees participate in the EES@h the basis of level of compensation
and length of service. Participation in the ESOSBuisject to vesting over a six-year period. Theehaf common stock owned by the ESOP
are voted by the ESOP trustees. Mr. Smith, ouritRrasand Chief Executive Officer, is one of twodtees of the ESOP.

2000, 1998 and 1996 Stock Option Plans -

We have established the 2000, 1998 and 1996 StptikrOPlans (the "Plans"). The purposes of the$#an to encourage stock ownershij
our employees, officers, and directors to give tlzegneater personal interest in the success dfubmess and to provide an added incentive
to continue to advance in their employment by ovise to us. A total of 1,253,000 options are atittedl to be issued under the Plans, of
which 708,220 options have been issued. The Plansde for the grant of either incentive or nontstary stock options. The exercise price
of any incentive stock option granted under then®laay not be less than 100% of the fair markatevaf our common stock on the date of
grant. The fair market value for which an optionesy be granted incentive stock options in any cdeyear may not exceed $100,000.
Shares subject to options under the Plans may tobg@sed for cash. Unless otherwise provided bythead, an option granted under the
Plans is exercisable for ten years. The Plansdrgngstered by the compensation committee whichdissretion to determine optionees, the
number of shares to be covered by each optiorexbecise schedule, and other terms of the optiims Plans may be amended, suspended,
or terminated by the Board but no such action mayair rights under a previously granted option.HEacentive stock option is exercisable,
during the lifetime of the optionee, only so lorgthe optionee remains employed by us. No optidrarsferrable by the optionee other than
by will or the laws of descent and distribution.

Other Stock Options

As of December 31, 2000, we had outstanding optior&quire 30,500 shares of common stock at §ieB@hare. These options were
granted to employees in May 1993 and are now frélsted.

401(k) Plan

We have adopted a tax-qualified employee savindgeatirement plan (the "401(k) Plan"), which getigreovers all of our full-time
employees. Pursuant to the 401(k) Plan, employegsmake voluntary contributions to the

401(k) Plan up to a maximum of six percent of éligicompensation. These deferred amounts are boted to the 401(k) Plan. The 401(k)
Plan permits, but does not require, additional matgand our contributions on behalf of

401(k) Plan participants. We match contributionthetrate of $.25 for each $1.00 contributed. Wealao make discretionary contributions.
The 401(k) Plan is intended to qualify under Sextid01(k) and 401(a) of the Internal Revenue Cdd®86, as amended. Contributions to
such a qualified plan are deductible to us whenevea! neither the contributions nor the incomeesghon those contributions is taxable to
the 401(k) Plan participants until withdrawn. All

401(k) Plan contributions are credited to sepaaat®unts maintained in tru:



Item 11. Security Ownership of Certain Beneficial @vners and Management.

The following table sets forth, as of March 15, 20€ertain information with respect to the benaficwnership of our shares of common
stock by all shareholders known by us to be thexfigial owners of more than five percent of thestanding shares of such common stock,
all our directors and named executive officersvidiially, and all directors and all executive offis of Digital Power as a group. As of Ma
15, 2001, there were 3,260,680 shares of commak siatstanding.

N 0. of Shares

Name Co mmon Stock(1) Percent
Digital Power - ESOP 167,504 5.14%
41920 Christy Street
Fremont, CA 94538
Thomas W. O'Neil, Jr., 55,600(2) 1.68%
Director
Robert O. Smith, 379,004(3) 10.95%
Director and Chief Executive Officer
Chris Schofield, 47,000(4) 1.42%
Managing Director, Digital Power Limited
Philip G. Swany, 42,250(5) 1.28%
Chief Financial Officer
Scott C. McDonald, 20,000(6) *
Director
Robert J. Boschert, 20,000(6) *
Director

All directors and executive officers as a
group (6 persons) 563,854(7) 15.51%

* Less than one percent.

(1) Except as indicated in the footnotes to thidetathe persons named in the table have solegatid investment power with respect to all
shares of common stock shown as beneficially oviyeithem, subject to community property laws wheagligable.

(2) Includes 40,000 shares subject to options ek within 60 days.

(3) Includes 211,500 shares subject to optionscisadsle within 60 days. Also includes 167,504 owhgdhe Digital Power ESOP of which
Mr. Smith is a trustee.

(4) Includes 40,000 shares subject to options ek within 60 days.
(5) Includes 42,250 shares subject to options ésadste within 60 days.

(6) Includes 20,000 shares subject to options arccesable within 60 day:



(7) Includes 373,750 shares subject to optionsweardants and exercisable within 60 days. Also ideki167,504 shares owned by the Digital
Power ESOP of which Mr. Smith is a trustee and bmgeemed a beneficial owner.

Item 12. Certain Relationships and Related Transaans.
None.

Item 13. Exhibits and Reports on Form 8-K.

(a) Exhibits

3.1 Amended and Restated Articles of IncorporatibBigital Power Corporation(1)
3.2 Amendment to Articles of Incorporation(1)

3.3 Bylaws of Digital Power Corporation(1)

4.1 Specimen Common Stock Certificate(2)

4.2 Specimen Warrant(1)

4.3 Representative's Warrant(1)

10.1 Revolving Credit Facility with San Jose Na&bBank(1)

10.2 KDK Contract(1)

10.3 Agreement with Fortron/Source Corp.(1)

10.4 Employment Agreement With Robert O. Smith(2)

10.5 1996 Stock Option Plan(1)

10.6 Gresham Power Asset Purchase Agreement(3)

10.7 1998 Stock Option Plan (5)

10.8 Technology Transfer Agreement with KDK Eleofos(4)

10.9 Loan Commitment and Letter Agreement(5)

10.10 Promissory Note(5)

10.11 Employment Agreement with Robert O. Smith(6)

21.1 The Company's subsidiaries consist of PodgitdDiS.A. de C.V., a corporation formed under ltngs of Mexico, and Digital Power
Limited, a corporation formed under the laws of thegted Kingdom.

23.1 Consent of Hein + Associates LLP

(1) Previously filed with the Commission on Octolié; 1996, to the Company's Registration Stateimeftorm SB-2.

(2) Previously filed with the Commission on DecemBg1996, to the Company's Pre-Effective AmendniNmtl to Registration Statement
on Form SB-2.

(3) Previously filed with the Commission on Febguar 1998, to the Company's Form 8-K.

(4) Previously filed with the Commission with iteff 10-QSB for the quarter ended September 30,.1998

(5) Previously filed with the Commission with iteff 10-KSB for the year ended December 31, 1998.

(6) Previously filed with the Commission with iteffin 10-KSB for the year ended December 31, 1999.

(b) Reports on Form 8-K

None.



SIGNATURES

In accordance with Section 13 or 15(d) of the ExgfeeAct, the registrant caused this report to geexd on its behalf by the undersigned,
thereunto duly authorized.

Dated: April 10, 2001 Dl G TAL POAER CORPORATI ON,
a California Corporation

/'s/ ROBERT O. SM TH

Robert O Smith,
Chi ef Executive O ficer

In accordance with the Exchange Act, this repostiieen signed below by the following persons oraleth the registrant and in the
capacities and on the dates indicated.

Si gnat ures Dat e

/'s/ ROBERT O SM TH April 10, 2001

Robert O Smith, Chief Executive Oficer
(Principal Executive Oficer)

/sl PHLIP G SWANY April 10, 2001

Philip G Swany, Chief Financial Oficer
(Principal Accounting and
Fi nancial O ficer)

/'s/ ROBERT J. BOSCHERT April 10, 2001

Robert J. Boschert, Director

/sl SCOTT C. MCDONALD April 10, 2001

Scott C. McDonal d, Director

Thomas W. O'Neil, Jr., Director

/'s/ CHRI'S SCHOFI ELD April 10, 2001

Chris Schofield, Director
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INDEPENDENT AUDITOR'S REPORT
To the Stockholders and Board of Directors Digralver Corporation and Subsidiaries Fremont, Catliéor

We have audited the accompanying consolidated balsineet of Digital Power Corporation and Subsieliaas of December 31, 2000, and
the related consolidated statements of incomekitdders' equity, and cash flows for the years dridlecember 31, 2000 and 1999. These
consolidated financial statements are the respiibsidf the Company's management. Our responsjbisi to express an opinion on these
consolidated financial statements based on outsaudi

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstaterde@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetagreferred to above present fairly, in all matenégpects, the financial position of Digital
Power Corporation and subsidiaries as of Decembe2@0, and the results of their operations aeit ttash flows for the years ended
December 31, 2000 and 1999, in conformity with galieaccepted accounting principles.

/s HEI N + ASSOC| ATES LLP

HEI N + ASSOCI ATES LLP
Certified Public Accountants

Orange, California
March 9, 2001



DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable - trade, net of allowance
accounts of $231,419
Income tax refund receivable
Other receivables
Inventories, net
Prepaid expenses and deposits
Deferred income taxes

Total current assets

PROPERTY AND EQUIPMENT, net

for doubtful

EXCESS OF PURCHASE PRICE OVER NET ASSETS ACQUIRED, net of accumulated

amortization of $433,926
OTHER ASSETS

TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS'

CURRENT LIABILITIES:
Notes payable
Current portion of capital lease obligations
Accounts payable
Accrued liabilities

Total current liabilities
CAPITAL LEASE OBLIGATIONS, less current portion

Total liabilities

COMMITMENTS AND CONTINGENCIES (Notes 7 and 12)

STOCKHOLDERS' EQUITY:

Preferred stock issuable in series, no par val
authorized, no shares issued and outstandi

Common stock, no par value, 10,000,000 shares
issued and outstanding

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive loss

Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

EQUITY

ue, 2,000,000 shares
ng.
authorized, 3,260,680 shares

MBER 31,
2000

806,407

,256,082
179,200
90,454
,143,624
213,699
334,037

,023,503
,094,733

,018,263
28,551

400,000
42,954
,949,182
,169,702

786,251
733,256
,730,934)
(247,299)



DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

REVENUES $
COST OF GOODS SOLD

Gross margin

OPERATING EXPENSES:
Research and development
Marketing and selling
General and administrative

Total operating expenses

INCOME FROM OPERATIONS

OTHER INCOME (EXPENSE):
Interest income
Interest expense
Gain (loss) on disposal of assets

Other income (expense)

INCOME BEFORE INCOME TAXES

INCOME TAX PROVISION

NET INCOME $

NET INCOME PER COMMON SHARE:
Basic net income per share $
Diluted net income per share $

See accompanying notes to these consolidated falatatements

FOR THE YEARS ENDED
DECEMBER 31,

2000 1999
17,882,730 $ 15,354,018
13,223,441 11,277,170
4,659,289 4,076,848
1,166,015 952,690
1,348,545 1,159,323
1,895,280 1,644,170
4,409,840 3,756,183
249,449 320,665
29,920 30,935
(90,992) (178,343)
10,790 (16,830)
(50,282) (164,238)
199,167 156,427
104,000 123,000
95,167 $ 33427
0.03 $ 001
0.03 $ o001




DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2000 AND 1999

ACC UMULATED
o THER
NOTE C OMPRE- TOTAL
ADDITIONAL RECEIVABLE ACCUMU- H ENSIVE STOCK COMPRE-
COMMON STOCK PAID-IN ESOP  STOCK- LATED | NCOME HOLDERS' HENSIVE
SHARES  AMOUNT CAPITAL SHARES HOLDER DEFICIT ( LOSS) EQUITY (LOSS)
BALANCES, January 1, 1999 2,771,435 $9,012,67 9 $ 514,304 $(184,919) $ -- $(1,859,528) $ 36,234 $7,518,770
Contribution to ESOP -- - - -- 184,919 -- -- -- 184,919
Note receivable for common
stock - - - 52,200 - (52,200) - - -
Comprehensive loss:
Net income -- - - -- -- -- 33,427 - 33,427 $ 33,427
Foreign currency
ranslation adjustment -- - - -- -- -- - ( 84,909) (84,909) (84,909)
Total comprehensive loss -- - - -- -- -- -- -- -- $(51,482)
BALANCES, December 31, 1999 2,771,435 9,012,67 9 566,504 - (52,200) (1,826,101) ( 48,675) 7,652,207
Exercise of stock options 484,245 754,19 7 (52,200) -- 52,200 - -- 754,197
Income tax benefit related to
exercise of stock options -- - - 101,397 -- - -- -- 101,397
Stock issued for services 5,000 19,37 5 - -- - - - 19,375
Compensation cost recognized
upon issuance of warrants
for services - - - 117,555 - - - - 117,555
Comprehensive loss:
Net income - - - - - - 95,167 - 95,167 $ 95,167
Foreign currency translation
adjustment - - - - - - - @ 98,624) (198,624)(198,624)
Total comprehensive loss - - - - - - - - --$(103,457)
BALANCES, December 31, 2000 3,260,680 $ 9,786,25 1$733256 $ - $ -- $(1,730,934) $(2 47,299) $ 8,541,274

See accompanying notes to these consolidated falatatements



DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cas
provided by operating activities:
Depreciation and amortization
(Gain) loss on disposal of assets
Deferred income taxes
Warranty expense
Inventory reserve
Contribution to ESOP
Bad debt expense
Compensation cost recognized upon issuance
Income tax benefit related to exercise of s
Stock issued for services
Changes in operating assets and liabilities:
Accounts receivable
Income tax refund receivable
Other receivables
Inventories
Prepaid expenses
Other assets
Accounts payable
Accrued liabilities
Other long-term liabilities

Net cash provided by operating activi
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment

Proceeds from sale of assets

Net cash used in investing activities

of warrants
tock options

ties

FOR THE YEARS ENDED

DECEMBER 31,

2000 1999
$ 95,167 $ 334

475,987 500,6
(10,790) 16,8

16,755 8,8

55,000 (110,0

- 30,0
- 184,9
23,504 35,5
117,555
101,397

19,375
(466,506) 711,4
(108,212) 321,6

9,421 3,1
(612,363) 303,2
(152,372) (6,0
(14,493) 26,7
753,013 (50,6
(98,939) (271,4
(25,000) (10,0

178,499 1,728,2
(176,068) (168,0

26,121 6,1
(149,947) (161,8




DIGITAL POWER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Continued)
FOR THE YEARS ENDED
DECEMBER 31,
2000 1999
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from exercise of stock options and warr ants $ 754,197 $ --
Principal payments on long-term debt (540,000) ( 184,919)
Principal payments on capital lease obligations (62,426) (72,537)
Principal payments on notes payable -- (1, 266,846)
Net cash provided by (used in) financing activ ities 151,771 (1, 524,302)
EFFECT OF EXCHANGE RATE CHANGES ON CASH (198,624) (84,909)
NET DECREASE IN CASH AND CASH EQUIVALENTS (18,301) (42,899)
CASH AND CASH EQUIVALENTS, beginning of period 824,708 867,607
CASH AND CASH EQUIVALENTS, end of period $ 806,407 $ 824,708
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash payments for:
Interest $ 131,650 $ 277,935
Income taxes $ 180,000 $ 117,494
NON-CASH INVESTING AND FINANCING ACTIVITIES:
Acquisition of equipment through capital leases $ 42,846 $ 19,720

See accompanying notes to these consolidated falatatements



DIGITAL POWER CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1 ORGANIZATION AND NATURE OF OPERATIONS:

Digital Power Corporation ("DPC"), a California paration, and its wholly owned subsidiaries, Pddigiital, S.A. de C.V. ("PD"), located
Guadalajara, Mexico, and Digital Power Limited ('IDP located in the United Kingdom, are engagethie design, manufacture and sale of
switching power supplies. DPC, PD, and DPL areectiVely referred to as the "Company".

2. SIGNIFICANT ACCOUNTING POLICIES:

Principles of Consolidation - The consolidated ficial statements include the accounts of DPC anfiblly owned subsidiaries, PD and
DPL. All significant intercompany accounts and gsactions have been eliminated in consolidation.

Statements of Cash Flows - For purposes of therataits of cash flows, the Company considers afilfigguid debt instruments purchased
with an original maturity of three months or lesde cash equivalents.

Inventories - Inventories are stated at the lowWeoat (first-in, first-out) or market.

Property and Equipment - Property and equipmenstated at cost. Depreciation of equipment andtfunais calculated using the straight-
line method over the estimated useful lives (ragdiom 5 to 10 years) of the respective assetsseéleald improvements are amortized over
the shorter of their estimated useful life or thert of the lease. The cost of normal maintenandegpairs is charged to operations as
incurred. Material expenditures that increase ifieeof an asset are capitalized and depreciatedtbeeestimated remaining useful life of the
asset. The cost of fixed assets sold, or otherdiggmsed of, and the related accumulated depreciatiamortization are removed from the
accounts, and any resulting gains or losses dextedfl in current operations.

Excess of Purchase Price Over Net Assets AcquiEeatess of purchase price over net assets acqii®eddwill") represents the purchase
price in excess of the fair value of the net asskthe acquired business and is being amortizedjuke straight-line method over its
estimated useful life of ten years.

Income Taxes - The Company accounts for incomestareer the liability method which requires recaigni of deferred tax assets and
liabilities for the expected future tax consequanakevents that have been included in the findistaements or tax returns. Under this
method, deferred tax assets and liabilities arerdeénhed based on the differences between the fialbstatement carrying amounts of existing
assets and liabilities and their respective taxe®abeferred tax assets and liabilities are medausmg enacted tax rates expected to apply to
taxable income in the years in which those tempuadéferences are expected to be recovered oesefflhe effect on deferred tax assets and
liabilities of a change in tax rates is recognizethcome in the period that includes the enactndei.

Revenue Recognition - Sales revenue is recognitexh\the products are shipped to customers, ingudistributors. Customers receive a
one or two-year product warranty and certain s@elstributors are subject to a limited right efurn. At the same time sales revenue is
recognized, the Company provides a reserve famasgid warranty costs and a reserve for estimatedupt returns



DIGITAL POWER CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Research and Development Costs - Research andgewatt costs are charged to operations in thegaraurred.

Foreign Currency Translation - Gains and lossas fitte effects of exchange rate fluctuations onstations denominated in foreign
currencies are included in the results of operatidssets and liabilities of the Company's foresghsidiaries are translated into U.S. dollars
at year-end exchange rates. Income and expensg dentranslated at average exchange rates preydiliring the year. The resulting
translation adjustment is recorded as a comporfeaataumulated other comprehensive income (lossdnaponent of stockholders equity.

Earnings Per Share - Basic earnings per sharedesllilution and is computed by dividing incomeikaide to common stockholders by the
weighted average number of common shares outsi@falirthe period. Diluted earnings per share rédlélte potential dilution that could
occur if securities or other contracts to issue mam stock were exercised or converted into comnbaeksr resulted in the issuance of
common stock that then shared in the earningseoéthity. The dilutive share base for the year dridecember 31, 2000 and 1999 excludes
incremental shares of 24,346 and 391,181, resgdgtiwhich relate to employee stock options and82 and 81,390 which relate to warre
to consultants.

Use of Estimates - The preparation of the Comparoyisolidated financial statements in conformitytvgenerally accepted accounting
principles requires the Company's management teraakimates and assumptions that affect the amogymsted in these consolidated
financial statements and accompanying notes. Acasailts could differ from those estimates.

The Company's consolidated financial statementdased upon a number of significant estimatesydtiaf the allowance for doubtful
accounts, technological obsolescence of inventattiesestimated useful lives selected for propanty equipment and goodwill, realizability

of deferred tax assets, allowance for sales retams warranty reserve. Due to the uncertaintibsrient in the estimation process, it is at least
reasonably possible that these estimates will hbdurevised in the near term and such revisiaogdcbe material.

Impairment of Long-Lived Assets - In the event tfaatts and circumstances indicate that the colstmf lived assets may be impaired, an
evaluation of recoverability would be performedaif evaluation is required, the estimated futuidisgounted cash flows associated with the
asset would be compared to the asset's carryingmtnm determine if a write-down to market valued@counted cash flow value is required.

Stock Based Compensation - The Company has elezfetlow Accounting Principles Board Opinion Nb,2'Accounting for Stock Issued
to Employees" (APB25) and related interpretatianadcounting for its employee stock options. Inoadance with FASB Statement No. 123
"Accounting for Stock-Based Compensation" (FASB1213¢ Company will disclose the impact of adopting fair value accounting of
employee stock options. Transactions in equityrimsents with non-employees for goods or serviceg f@en accounted for using the fair
value method as prescribed by FASB1



DIGITAL POWER CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Concentrations of Credit Risk - Credit risk reprasahe accounting loss that would be recognize¢deateporting date if counterparties failed
completely to perform as contracted. Concentrataresedit risk (whether on or off balance sheb#ttarise from financial instruments exist
for groups of customers or counterparties when t@ase similar economic characteristics that woaldse their ability to meet contractual
obligations to be similarly affected by changeséenomic or other conditions described below. koadance with FASB Statement No. 105,
"Disclosure of Information about Financial Instrumtgewith Off-Balance-Sheet Risk and Financial lmstents with Concentrations of Credit
Risk," financial instruments that subject the Compto credit risk consist of cash balances maiethinm excess of federal depository
insurance limits and accounts and notes receivaliish have no collateral or security. See Notéat3najor customers.

Fair Value of Financial Instruments - The estimdgadvalues for financial instruments under FASBt8ment No. 107, Disclosures about
Fair Value of Financial Instruments, are determiatdiscrete points in time based on relevant ntankermation. These estimates involve
uncertainties and cannot be determined with pratisihe estimated fair value of cash, cash equital@ccount receivable and accounts
payable approximates their carry value due to tteart-term nature. The estimated fair value ogkgrm debt approximates its carrying
value because it carries interest rates which aqipaies market rates.

Comprehensive Income - The Company has adoptééitlaacial Accounting Standards Board Statemenirmdri€ial Accounting Standards
No. 130, "Reporting Comprehensive Income" (FASB18#SB130 defines comprehensive income as all absimgstockholders' equi
exclusive of transactions with owners, such astahjpivestments. Comprehensive income includesnteime or loss and changes in certain
assets and liabilities that are reported directlgquity, such as, translation adjustments on tnvessts in foreign subsidiaries.

Impact of Recently Issued Standards - In June 19@8-inancial Accounting Standards Board issuatk8tent of Financial Accounting
Standards No. 133 (FASB133), "Accounting for Detia Instruments and Hedging Activities." The FAB&s subsequently issued Stater
No. 137 and Statement No. 138 which are amendne®8SB133. FASB133, as amended, requires thahtity @ecognize all derivatives i
assets or liabilities in the statement of finanpiasition and measure those instruments at fairevdtASB133, as amended, is effective for
fiscal years beginning after June 15, 2000. FASB&a33%mended, cannot be applied retroactively amt be applied to (a) derivative
instruments and (b) certain derivative instrumemtbedded in hybrid contracts. The Company adopt&d%33, as amended, beginning
January 1, 2001. Management does not believe thgtiad of FASB133 will have a material impact oe thompany's financial position or
results of operation.

In December 1999, the Securities and Exchange Cssioni (SEC) released Staff Accounting Bulletin {BAB 101) "Revenue Recognition
in Financial Statements." SAB 101 establishes dmeg in applying generally accepted accountinggpiles to the recognition of revenue in
financial statements based on the following foiteda:

persuasive evidence that an arrangement existgedehas occurred or services have been rendtdredeller's price to the buyer is fixed or
determinable, and collectibility is reasonably asduSAB 101, as amended by SAB 101A and SAB 1@l Bffective no later than the fourth
fiscal quarter of the fiscal years beginning aBecember 15, 1999, except that registrants wittafigears that begin between December 16,
1999 and March 15, 2000, may report any resultirange in accounting principle no later than the@osid fiscal quarter of the fiscal year
beginning after December 15, 1999. The adopticBA 101 did not have a material effect on our feiahposition or result of operatior



DIGITAL POWER CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
3. INVENTORIES:

Inventories consists of the following as of Decentkis 2000:

Raw materials $ 4,329,160
Work-in-process 1,011,966
Finished goods 459,030
5,800,156

Allowance for obsolescence (656,532)
$ 5,143,624

4. PROPERTY AND EQUIPMENT:

Property and equipment consist of the followinggBBecember 31, 2000:

Machinery and equipment $ 1,441,203
Office equipment and furniture 873,429
Leasehold improvements 539,777
Transportation equipment 103,839
2,958,248

Accumulated depreciation and amortization ( 1,863,515)
$ 1,094,733

5. ACCRUED LIABILITIES:

Accrued liabilities consist of the following as B&cember 31, 2000:

Accrued payroll and benefits $ 147,115
Accrued commissions and royalties 126,786
Accrued warranty and product return expense 324,602
Income taxes payable 308,627
Accrued legal and professional fees 51,739
Other 210,833

$ 1,169,702



DIGITAL POWER CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
6. NOTES PAYABLE :

DPC has a $3,000,000 line of credit pursuant toanfssory note agreement. The line of credit agesdmrovides for borrowings up to 80%
of eligible accounts receivable, plus 20% of ineeptor $500,000, whichever is less, not to excetata of $3,000,000. Borrowing under t
line of credit bears interest based upon an inderaleto the lender's prime rate (totaling 9.50%atember 31, 2000), interest only, payable
monthly with outstanding principal due on demarfichd demand is made, the outstanding principaliamghid accrued interest is due
September 15, 2001. At December 31, 2000, theandstg principal balance was $400,000. Under tirag®f the agreement, the Company
is required to maintain certain ratios and be impliance with other covenants. At December 31, 28@® Company was in compliance with
all covenants.

DPL has a $500,000 line of credit pursuant to a lmgreement. Borrowing under this line of credinsanterest at 2% per annum over the
Bank's Base rate (totaling 8.5% at December 310 0terest only, payable monthly with outstandgmincipal due on demand. If no
demand is made, the outstanding principal and addnterest is due March 31, 2001. In the evetth®foan being used, the loan would be
collateralized by substantially all of the DPL'seis. At December 31, 2000, no principal or accioeest was outstanding. Under the terms
of the agreement, if borrowings exist under thig lof credit, the Company is required to maintairtain ratios and be in compliance with
other covenants.

7. CAPITAL LEASE OBLIGATIONS:

The Company leases certain equipment and vehidsriagreements classified as capital leases. @theook value of assets under capital
leases is $106,329. Depreciation expense of $52ykérecognized for the year ended December 31.200

The future minimum lease payments as of Decemhe2@I0, are as follows:

YEARS ENDING

DECEMBER 31, AMOUNT
2001 $ 45,870
2002 39,348
2003 26,665
Total future minimum lease payments 111,883
Less amount representing interest (6,991)

Present value of net minimum lease payments
104,892
Less Current portion (42,954)




DIGITAL POWER CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
8. PREFERRED STOCK:

The preferred stock has one series authorizedp80Ghares of Series A cumulative redeemable cthlepreferred stock ("Series A"), and
an additional 1,500,000 shares of preferred staskieen authorized, but the rights, preferencaslgges and restrictions on these shares has
not been determined. DPC's Board of Directors iB@ized to create new series of preferred stockfexthe number of shares as well as the
rights, preferences, privileges and restrictiorantgd to or imposed upon any series of preferimtkst

9. NOTE RECEIVABLE - STOCKHOLDER:

At December 31, 1999, the Company had a note rebksin the amount of $52,200 due from a formerleyge received in consideration
the exercise of stock options. The note had amesteate at 5% and was paid in full in Februar§@0

10. STOCK OPTIONS AND WARRANTS:

Stock Options - In May 1996, the Company adoptedl®96 Stock Option Plan covering 513,000 sharadetthe plan, the Company can
issue either incentive or non-statutory stock apidrhe price of the options granted pursuantégthn will not be less than 100% of the fair
market value of the shares on the date of grard.cBmpensation committee of the board of direatditslecide the vesting period of the
options, if any, and no option will be exercisahafter ten years from the date granted.

During the year ended December 31, 2000 and 1889Company issued in each year mpiaified options for the purchase of 100,000 s¢
of the Company's common stock to the presiderti@fQompany, in accordance with his employment agee¢ The exercise prices of
$1.5625 and $ 1.8750 per hare were equal to thentaiket value on the date of grant. Such opti@sied immediately and expire beginning
in 2009.

During the period ended December 31, 2000, the @omgranted options for the purchase of 117,500eshat the Company's common st
under the 1996 Stock Option Plan to certain empsy&he exercise price of the options of 2.3750pare which was equal to the fair
market value on the date of grant. The options @est 5 years at 25% per year starting in the se:gear.

During each of the years ended December 31, 20201899, the Company granted non-qualified optiomder the 1998 plan for the
purchase of 30,000 shares the Company's commoktstauitside directors. The exercise prices rangm $1.93 to $2.3750 per share, which
was equal to the fair value on the date of grahe dptions vest after one year and expire begin2Q@.

During the year ended December 31, 1999, the Coyngraamted options for the purchase of 70,000 shafree Company's common stock
under the 1996 Stock Option Plan to certain emm@sy&he exercise prices range from $1.6875 to §208hare, which was equal to the fair
market value on the date of grant. The options @est 5 years at 25% per year starting in the styear.
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In February 1998, the Company adopted the 199&Sption Plan covering 240,000 shares of commockstdnder the plan, the Company
can issue either incentive or non-qualified stopkians. The exercise price of the options graniggymant to the plan will not be less than
100% of the fair market value of the shares orgtiaet date. The compensation committee of the BoRIrectors will determine the vesti
period of the options, if any, and no options Wil exercisable after ten years from the date aftgra

During the year ended December 31, 1999, the Coyngraamted options for the purchase of 11,900 shafrsee Company's common stock
under the 1998 Stock Option Plan to certain emm@sy&he exercise prices of the options range frorhéR5 to $1.8750 per share, which
equal to the fair market value on the date of gréhé options vest over 5 years at 25% per yedirgjan the second year.

During the period ended December 31, 2000, the @omgranted options for the purchase of 57,500eshaf the Company's common stock
under the 1998 Stock Option Plan to certain em@ey&he exercise price of the options of 2.3750share which was equal to the fair
market value on the date of grant. The options @est 5 years at 25% per year starting in the sbyear.

In April 2000, the Company adopted the 2000 Stopkidd Plan covering 500,000 shares of common stdokler the plan, the Company can
issue either incentive or non-qualified stock opgioThe exercise price of the options granted @untsto the plan will not be less than 100%
of the fair market value of the shares on the gdat¢. The compensation committee of the Boardigdibrs will determine the vesting
period of the options, if any, and no options Ww#l exercisable after ten years from the date aftgra

During the period ended December 31, 2000, the @ompgranted options for the purchase of 53,000eshafrthe Company's common stock
under the 2000 Stock Option Plan to certain empsy&he exercise price of the options range fr@@50 to 3.8750 per share which was
equal to the fair market value on the date of gréahé options vest over 5 years at 25% per yedirggan the second year.

The following table sets forth activity for all ops:

NUMBER OF AVERAGE EXERCISE
SHARES PRICE PER SHARE
OUTSTANDING, January 1, 1999 1,065,930 $ 2.19
Granted 211,900 1.90
Forfeited (194,200) 2.42
OUTSTANDING, December 31, 1999 1,083,630 2.09
Granted 366,000 2.16
Forfeited (26,665) 3.31
Exercised (484,245) 1.56
OUTSTANDING, December 31, 2000 938,720 $ 2.39

At December 31, 2000, options to purchase 40,0@€eshwith a weighted average exercise price @@hGvere exercisable at prices ranging
from $6.00 to $6.25 per shal
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At December 31, 2000 options to purchase 504,16fshvere exercisable with exercise prices ranfgorg $1.56 to $2.31 per share, a
weighted average exercise price of $2.17 and ahtesiigaverage remaining contractual life of 7.85ye&he remaining 394,554 unvested
options are exercisable as follows:

NUMBER OF WEI GHTED AVERAGE
YEAR ENDING DECEMBER 31, SHARES EX ERCISE PRICE
2001 130,368 $ 2.29
2002 130,366 2.39
2003 76,975 2.27
2004 56,845 2.39
394,554 $ 2.30

If not previously exercised the outstanding optiasiisexpire as follows:

NUMBER OF WEI GHTED AVERAGE
YEAR ENDING DECEMBER 31, SHARES EX ERCISE PRICE
2003 30,500 $ 1.80
2006 181,250 2.08
2007 202,675 2.31
2008 66,900 2.34
2009 457,395 2.36
938,720 $ 2.39

Warrants - In December 1996, in connection withittigal public offering, the Company granted wantsfor the purchase of 150,000 shares
of the Company's common stock The exercise prit&geovarrants range from $4.80 to $5.00 per shehre.warrants vested immediately ¢
expire in 2001.

During March 1997, the Company granted warrantsHermpurchase of 15,000 shares of the Company'snoonstock in connection with
investor related services provided to the Compahg. warrants have an exercise price of $6.75 paeskested immediately and expire in
2002.

In January 1998, the Company issued warrants tchase 30,000 shares of the Company's common stadanection with investor related
services provided to the Company. The warrants havexercise price of $7.00 per share, vested irnatedg and expire in 2001.

In October 2000, the Company issued warrants tohase 60,000 shares of common stock at $3.88 peg shan investor relations firm for
services provided. Compensation expense of $117s55ecognized upon issuance of the warrantswHneants are immediately
exercisable and expire in October 20
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The following sets forth the activity for all waris:

NUMBER OF
SHARES

OUTSTANDING, January 1, 1999 838,09

Expired (643,09
OUTSTANDING, December 31, 1999 195,00

Grants 60,00

Expired
OUTSTANDING, December 31, 2000 255,00

AVERAGE EXERCISE
PRICE PER SHARE

0 $ 509
0) 5.00
0 5.38
0 3.88
0 $ 503

As stated in Note 2, the Company has not adopeeéaihvalue accounting prescribed by FASB123 fapkyees. Had compensation cost for
stock options or warrants issued to employees detrmined based on the fair value at grant datevierds in 2000 and 1999, consistent
with the provisions of FASB123, the Company's nebime (loss) and net income (loss) per share woale been reduced to the proforma

amounts indicated below:

Net loss $ (158,079)

Net loss per common share:
Basic and diluted $ (0.05)

1999
$  (320,445)
$ (012

The fair value of each option or warrant was estimian the date of grant using the Black-Scholé®ogpricing model using the following
assumptions: average risk-free interest rates mgrfgbm 4.6% to 5.6%, expected life of five yeatisjdend yield of 0%; and expected
volatility ranging from 55.0% to 56.8%. The weigtitaverage fair value of the options on the graie flar the years ended December 31,

2000 and 1999 was $0.94 and $2.09 per share, tespgc
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11. NET INCOME PER COMMON SHARE:

The following represents the calculation of nebime per common share:

2000 1999

BASIC
Net income applicable to common shareholders $ 95,167 $ 33,427
Weighted average number of common shares 2,939,034 2,771,435
Basic earnings per share $ 0.03 $ 0.01
DILUTED
Net income applicable to common shareholders $ 95,167 $ 33,427
Weighted average number of common shares 2,939,034 2,771,435
Common stock equivalent shares representing shares issuable

upon exercise of stock options 336,349 61,447
Weighted average number of shares used in calculati on of

diluted income per share 3,275,383 2,832,882
Diluted earnings per share $ 0.03 $ 0.01

12. COMMITMENTS:

LEASES - The Company leases its office space iif@ala, a manufacturing facility in Guadalajaraekico, and the facility and certain
equipment in the UK under operating leases. Tha foture minimum lease payments, as of Decembg@00, are as follows:

YEARS ENDING DECEMBER 31,

2001 $ 351,599
2002 361,488
2003 291,088
2004 122,713
2005 108,013
Thereafter 927,255
$ 2,162,156

Lease payments on the manufacturing facility in Meyare to be made in Mexican Pesos. Lease payroartte facility and equipment in t
UK are to be made in GB pourstierling. The above schedule was prepared usingaimeersion rates in effect at December 31, 200@nGe
in the conversion rate will have an impact on tleenPany's required minimum payments and its opegagsults.

Rent expense was $172,560 and $253,530 for the yeded December 31, 2000 and 1999, respect
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ROYALTY AGREEMENT - The Company had a royalty agremnt with a third party on various products, ang @éerivatives from the base
design of these products.

In April 1998, the third party filed a lawsuit agat the Company related to this agreement. Thisuéwas settled in September 1998. In
exchange for the release of all future obligationder the royalty agreement, the Company agrepdy$150,000 and issue 35,000 shares of
common stock valued at $60,156. The shares waredsspon the close of the agreement. The $150,@880we in installments through June
2000. As of December 31, 1999, the Company had$iEi®,000 in installments with the remaining $3B,0@ing included in accrued
liabilities. The remaining balance due was paituihduring the year ended December 31, 2000.

EMPLOYMENT AGREEMENT - The Company has an employtamtract with its President/CEO that terminateDecember 31, 2000.
The contract provides for an automatic one-yeagweth unless terminated by either the Company oethployee. Under the terms of the
employment contract, he shall serve as presidehthief executive officer of the Company for a salaf $200,000 per annum. In addition,
pursuant to the contract, he shall have the rigieteive on the first business day of each Jamdianiyng the term of his contract options to
acquire 100,000 shares of Common Stock at the lofverarket value per share as of such date ontbeage per share bid price for the first
six months beginning from the date of grant of tpsion. Also, pursuant to the employment contracthe event there is a change in control
of the Company, the employee shall be paid, inpaenent, the sum of six times the annual baseystdathe year preceding the
announcement of the change in control.

Finally, pursuant to the employment contract, i ¢élvent of termination without cause, the emplaslesl receive in one lump sum an amc
equal to three times the employees base salathdoyear preceding the termination.

13. MAJOR CUSTOMERS:

The Company frequently sells large quantities g&irtory to its customers. For the year ended Deeerdib, 2000, three customers accounted
for 29% of the Company's net sales. For the yede@&mecember 31, 1999, two customers accountetlfiarof the Company's net sales.

For the year ended December 31, 2000 and 1999,doRiributed 29% and 42%, respectively, of the Cam[sarevenues. No one customer
of DPL contributed greater than 10% of the Companghsolidated revenues for the years ended Decedith2000 and 1999.

14. EMPLOYEE BENEFIT PLANS:

401(K) PROFIT SHARING PLAN - The Company has a &) Jrofit sharing plan (the "Plan") covering subdially all employees of DPC.
Eligible employees may make voluntary contributicmshe Plan, which are matched by the Companyrateaof $.25 for each $1.00
contributed, up to a maximum of six percent ofieligg compensation. The Company can also make disoegy contributions. The Company
made matching contributions to the Plan of $12 &&5 $11,400 for years ended December 31, 2000 29@] tespectively
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The Company's subsidiary DPL, has a group pergmradion plan covering substantially all of its eoygles. Eligible employees may make
voluntary contributions to the plan. The Compani} eantribute 7% of the employees basic annualrgdtathe plan. Contributions are

charged to operations as incurred. The Company manteibutions totaling $66,908 and $71,400 toglan for the years ended December
31, 2000 and 1999, respectively.

EMPLOYEE STOCK OWNERSHIP PLAN - The Company alss ha employee stock ownership plan (the "ESOP"¢i6og substantially

all employees of DPC. The Company can make diseraty contributions of cash or company stock (dsee in the ESOP plan document)
up to deductible limits prescribed by the InterRavenue Code.

Effective June 13, 1996, the ESOP obtained a $800d@an guaranteed by the Company for the purpbaequiring common stock of the
Company from existing stockholders. The loan boterest at 8.5% per annum and required monthly paysof principal and interest of
$8,852 through June 2000. Immediately upon theifighdf the loan, the ESOP purchased approximat@f504 shares of the Company's
common stock from existing shareholders. The Compaas required to contribute amounts to the plasufticiently cover the debt
payments. Contributions to the plan in 1999 wer@$419.

15. INCOME TAXES:
Income tax expense (benefit) is comprised of thievidng:

FOR THE YEARS ENDED
DECEMBER 31,

2000 1999
Current
Federal $ 60,000 $ (28,000)
State 21,000 1,000
Foreign 23,000 143,000
104,000 116,000
Deferred
Federal - 2,000
State - 5,000
Foreign - -
7,000

$ 104,000 $ 123,000
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The components of the net deferred tax asset ahtlitly recognized as of December 31, 2000 are@ksws:

Current deferred tax assets (liabilities):

Accounts receivable, principally due to allowance for
doubtful accounts $ 92,723
Compensated absences, principally due to accrual for
financial reporting purposes 30,317
Accrued commissions 2,267
Inventory reserve 204,714
Warranty reserve 100,350
Stock rotation liability 20,070
UNICAP 16,104
Other (16,758)
449,787
Valuation allowance (115,750)
Net current deferred tax asset $ 334,037
Long-term deferred tax assets (liabilities):
Net operating loss and credit carryforwards 36,300
Goodwill 127,290
Depreciation 24,142
187,732
Valuation allowance (187,732)

Net long-term deferred tax liability $ -

Total income tax expense differed from the amouantaputed by applying the U.S. federal statutoryrédgs to pre-tax income as follows:

FOR THE YEARS ENDED
DECEMBER 31,

2000 1999
Total expense (STET) computed by applying the
U.S. statutory rate 34.0% 34.0%
Permanent differences 51 2.3
State income taxes 10.9 3.8
Tax effect resulting from foreign activities (101.0) 41.5
Change in valuation allowance 105.2 -
Other 0.3 -
54.5% 81.6%

The Company will continue to assess the realizghili the deferred tax assets in future period& T&luation allowance increased by
$212,559 during the year ended December 31, 20@®valuation allowance did not change during trer yaded December 31, 19!
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At December 31, 2000, the Company has net operktgsgcarryforwards of approximately $2,680,824aktexpire in the year 2020. The
Company has California net operating loss carryéwds for the year ended December 31, 2000 of $1988which expire through 2010. As
a result of certain non-qualified stock options ethhave been exercised the tax benefit from tHizatiobn of the net operating loss
carryforward will be charged to additional paidcempital when, and if, the losses are utilized. mbtoperating loss may be subject to Internal
Revenue Code Section 382 limitations.

No provision has been made for U.S. Federal arid Btaome taxes or foreign taxes that may resaihffuture remittance of the undistribu
earnings of foreign subsidiaries because it is ebgokthat such earnings will be reinvested overseiefinitely. Determination of the amount
of any unrecognized deferred income tax liabilitytbese unremitted earnings is not practicable.

17. SEGMENT REPORTING:

The Company has identified its segments based itpgeographic operations. These segments areseqezl by each of the Company's
individual legal entities: DPC, PD and DPL. Segmapgrations are measured consistent with accouptiigies used in these consolidated
financial statements. Segment information is devd:

December 31, 2000

DPC PD DPL Eliminations Totals
Revenues $ 12,721,296 $ 15302 $ 5,146,132 $ $17,882,730
Intersegment
Revenues $ -- $ 3,026,933 $ 483,394 $ (3,510,327) $
Interest Income $ 68,010 $ 1,742  $ - $ (40,543) $ 29,209
Interest Expense $ 79,997 $ 2,021 $ 49517 $ (40,543) $ 90,992
Depreciation and
Amortization $ 303,890 $ 54,346 $ 117,751  $ - $ 475,987
Income Tax $ 80,000 $ - $ 24,000 $ - $ 104,000
Net Income(loss) $ (526,264) $ 179,333  $ 442,098 $ - $ 95167
Expenditures for
Segment Assets $ 133,972 $ 19,517 $ 65,425 $ - $ 218,914

Segment Assets $ 10,674,886 $ 180,624 $ 2,631,015 $ (1,321,475) $12,165,050




December 31, 199 9

DPC PD DPL E liminations Totals
Revenues $ 8,864, 412 $ 19989 $ 6,469,617 $ $15,354,018
Intersegment Revenues
- $2,150,000 $ 221,138 $ (2,371,138) $ -
Interest Income $ 128, 106 $ 3806 $ 12,936 $ (113,913) $ 30,935

Interest Expense $ 130, 173 $ 7,098 $ 154,985 $ (113,913) $ 178,343

Depreciation and

Amortization $ 161, 489 $ 49358 $ 289,844 $ - $ 500,691
Income Tax Expense

(20, 000) $ - $ 143,000 $ - $ 123,000
Net Income $ (67, 139) $ (70,437) $ 171,003 $ - $ 33427
Expenditures for
Segment Assets $ 42, 281 $ 51687 $ 93,794 % - $ 187,762

Segment Assets $ 9,251, 925 $ 829,095 $ 4,924,991 $ (3,845,178) $11,160,833




CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference inRbgistration Statement on Form S-8 of Digital Po@erporation of our report dated
March 9, 2001, relating to the consolidated balastmet as of December 31, 2000 and the relatedldaied statements of income,

stockholders' equity, and cash flows for the yemded December 31, 2000 and 1999, which reportaapjie the December 31, 2000 annual
report on Form 10-KSB of Digital Power Corporation.

/sl HEI'N + ASSOCI ATES LLP

Hein & Associates, LLP
Certified Public Accountants

Orange, California
April 16, 2001
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